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PRICE CUTTING AND ECONOMIC WARFARE 


SIDNEY WEINTRAUB 
St. John’s University 


The mere mention of the terms ‘‘price cutting’’ and ‘economic 
watfare’’ conveys a vivid picture of reality. Yet despite universal 
familiarity with the connotations involved there is scarcely a 
rounded discussion of the terms in modern literature. Recent 
work in the theory of nonperfect competition seems to have side- 
stepped them completely in the search for determinate situations 
in which the principle of sensible action,? the maximizing condi- 
tion of equating marginal revenue and marginal cost, is satisfied. 
Apparently it is believed that if this is not so, movements must 
take place in the price and output policy of the firm; the position 
is inveighed and conveniently disregarded as one of ‘‘disequilib- 
rium,’ one which cannot endure. 

But if our aim is to understand the real world, and not to tell 
the business man what should be done in the name of sensible ac- 
tion, it does no good to suppose that other adjustments are only 
ephemeral positions which cannot endure. For the fact may be 
that they persist over long periods of time. There is no reason 
why we should not, one way or another, fit them into our sta- 
tionary framework of an unvaried continuum of repetitious output 
and price policies. Then they can be pointed to as instances in 
which economic adaptation is decided on other grounds than the 
reasonable a priori supposition of sensible action would suggest. 


1Cf. however, F. Zeuthen, Problems of Monopoly and Economic Warfare. Despite the 
inclusion of the term in the title of this work, the sense in which the present writer uses 
the term has not been developed. Instead usual equilibrium solutions of monopoly and 
duopoly problems are contained, and on lines which have subsequently been rendered more 
elegant. The term ‘‘warfare’’ is applied to the indeterminate problems of bilateral mo- 
nopoly rather than to conflicts among producers. 

2 See Joan Robinson, Economics of Imperfect Competition, p.r11. This is, as T. W. Hutchison 
calls it, the ‘‘Fundamental Assumption.’’ See his Significance and Basic Postulates of Economic 
Theory, pp. 83-84. 
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I 


In the main part of this article we shall assume just two sellers 
offering identical products, as viewed by consumers, and coexisting 
in a perfect market, 1.e., where there is ready communication 
between buyers and sellers. At some places this assumption 
will be lifted to admit some slight degrees of market imperfection. 
Only at the final stage will the argument be extended to encompass 
the theory of monopolistic competition proper where markets, 
although highly related, are not identical for separate sellers. 
The major part of the discussion then is of a duopoly problem in 
the sphere of imperfect competition.‘ 

Matters of definition remain. Price cutting we shall define as 
the lowering of prices not just below the established level but 
below the full cost of the quantity that will bedemanded at thenew 
price.> Economic warfare we shall take to mean an exaggerated 
state of price cutting in which the aim is to drive the rival per- 
manently from the field. In price cutting theintention 1s tosecure 
a temporary advantage over rivals unless, in the extreme, it comes 
to deteriorate into warfare through extension over time. The 
one policy looks largely to the effect in the one period; the other 
to the consequences for the future composition of the market. 

Palpably, a policy of price cutting on one item will generally be 
part of a ‘‘loss-leader’’ campaign. Hence it is hoped to offset the 
losses with gains on other articles in the present, or to build con- 
sumer goodwill for the future. Whatever may be these related 
effects, we shall be interested solely in the ramifications that the 
price cut has on the sales of the identical item by the rival 
seller. 


3 Thus perfection of the market in this sense does not unremittingly imply competition. 
This is merely to include then Edgeworth’s principle of recontract for a perfect market but 
not those of either divisibility or infinite sellers. See his Mathematical Psychics (London 
School of Economics: No. 10, Series of Reprints of Scarce Tracts in Economic and Political 
Theory), pp. 18-19. 

4 At least as Kaldor uses this term. See his ‘‘Professor Chamberlin on Monopolistic and 
Imperfect Competition,’’ Quarterly Journal of Economics, LIT, 529. Professor Chamberlin 
would evidently prefer to abandon the term entirely as a classificatory category of price- 
making positions. See his ‘‘Reply,’’ zbid., p. 538. 

5 Assigning the term to cover all cases of price reduction, even responses to altered supply 
or demand states, would deprive it of meaning. 


This content downloaded from 128.192.114.19 on Tue, 03 Nov 2015 04:52:13 UTC 
All use subject to JSTOR Terms and Conditions 


PRICE CUTTING AND ECONOMIC WARFARE 311 


IT 


There are three cases of duopoly price cutting that may be dis- 
tinguished: 1) price cutting without retaliation; 2) price cutting 
with retaliatory equalisation, and 3) price cutting with accented 
retaliation. A further distinction may be made in all of these in- 
stances between price cutting with, and without, rationing. The 
fationing may be adopted by either the innovating or reacting firm. 
Now let us look more closely at the various cases and interpret the 
motives which may prompt the particular behavior. 

Clearly, by price cutting without retaliation is meant a situation 
in which one firm lowers its price while the rival does not follow 
suit. This may be characteristic of a circumstance in which B, the 
tival, is not aware of the price cut by A, although buyers are. 
If this is ruled out as contrary to the assumption of complete inter- 
communication among markets, it may be suggested, for one 
thing, that B’s failure to respond is due to inertia or to slowness 
in action. Or B may stand aloof from the prospect of permanently 
“spoiling the market’’ and incurring the rancor of purchasers 
when he feels that either A cannot or will not for long persist in 
the lower price policy. On such grounds B may prefer to keep 
equipment idle or to produce temporarily for inventory. 

Through price cutting it may be that the output has been brought 
nearer to the competitive norm. Or it may even go in the other 
direction, of overproduction of the especial product. Actually, 
to answer whether monopoly power, measured in terms of output, 
has been reduced or merely reversed in the direction of overproduc- 
tion, will depend on the supplementary assumptions made. 

Nevertheless, should the output aspect be improved, there still 
remains an uneconomic flavor to the production. For so long as 
only one firm is producing, the given output will probably be made 
available at too high a cost. A rationalisation policy of dividing 
the output between the two firms, so long as the cost of the one 
firm goes above the cost of the output when supplied by both, 
would be economically expedient. Failing this, there is a certain 
amount of social loss whenever a firm which in the interim could 
be operated economically is, nevertheless, kept idle. 


6 This may lie back of the repeated refusal of sellers ‘‘to lose money on the sale.’’ 
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Price cutting with equalisation refers to a case wherein B meets 
whatever price A decides to adopt. The reason may simply be a 
matter of prestige and common-sense policy. Knowing that the 
markets are fully intertwined B will not want to let A take away 
his customary clientele. At the same time B will not care to go 
beyond A’s price innovation. In practice we would expect to find 
this case most often. Sellers always grumble of their need to 
“meet competition.”’ Other than for loss-leader purposes there 
would be little reason for price cutting when equalisation is known 
to be the response. 

In the case of price cutting with accented retaliation, as soon 
as one firm cuts price by a certain percentage, a rival, satisfied with 
the status quo and determined to preserve it, or merely as a matter 
of prestige, lowers the price even more emphatically. Obviously, 
under these conditions, a firm does well to adhere to the established 
price. Nothing is gained and much is lost by a new policy unless, 
for some ulterior motive, losses are consciously inflicted on B by A, 
who knows the reaction pattern. Excluding this contrivance of 
business strategy A will realize that a lower price on his part will 
drive his own demand to zero. Manifestly, more subtle ways to 
make inroads into competitors markets would be better conceived. 

The argument so far has been that even with the cut price sellers 
will be willing to accept any orders that may come their way. 
Oftentimes this is an inaccurate description of the facts. For 
sellers do adopt schemes of rationing, of limiting the quantity of 
sales at the lowered price. Our remarks on price cutting must be 
qualified for this factor. We can glance briefly at a fewof the 
schemes. ? 

Suppose sales at the cut price are restricted to the purchasers 
and purchases of the previous period.* Tastes unchanged, a wind- 
fall income accrues to the fortunate purchasers. Should tastes 
have turned towards the product in the interval this will be the 
more true. In the event that they have veered away from the 


7 The literature on rationing is unbelievably sparse, especially of the normal nonwar 
type as developed in this section. For government-control schemes see A. C. Pigou, The 
Political Economy of War, chaps. XI, XII. Also Professor Pigou’s Economics of Welfare, 4th ed., 
Pt. IV, chap. VI. For some more pertinent remarks under normal conditions see A. G. Hart, 
Anticipations, Uncertainty and Dynamic Planning, chap. III especially. 

8 As an announcement of a price cut solely to the trade. 
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commodity this is still true, though the windfall increase in real 
income is, to some extent, diminished. In extreme instances of 
the latter actually less than previously will be bought. 

If we take the case where retaliatory price actionis not practiced, 
it may be that the rationing adopted by A will still leave B with 
a fairly normal complement of demand. Still, over the long 
period, if A gets a reputation for cutting prices, this will lead toa 
gradual transference of demand to A. Contrariwise, with price 
equalisation practiced and A alone rationing sales, demand for B 
may actually expand. 

With emphatic price retaliation, only when the respondent firm 
rations will any purchasers continue to adhere to the price-innovat- 
ing firm. Demand, then, may not fall to zero. As a long-run 
proposition, A will lose custom to the B firm inasmuch as con- 
sumers estimate the benefits to be derived from this attachment 
even though, in the absence of A, the B firm would be a heartless 
monopolist. 

This is all we need say here on rationing schemes. Their reality 
cannot be overlooked. Every plan usually has some distinctive 
features of its own. Our comments are perhaps enough to intimate 
the intricacies involved in their presence. 


Ii 


Economic warfare is distinguished from price cutting in that the 
aim no longer is merely to achieve some advantage at the expense 
of competitors but, instead, to drive the rival completely from 
the field. In a word, it is an aggressive plan to become t¢he 
monopolist. 

There are the usual preliminaries to this study. Firstly, there 
is the comprehensible fact that a firm about to be assaulted may sub- 
mit tamely without a fight.® Losses experienced in a few pro- 
duction rounds may cultivate this docile attitude. The quietude 
of an alternative output may well be preferred. Nevertheless, 
while its equipment remains in existence, its presence always con- 
stitutes some sort of safety valve on the heights to which the 
monopolist can carry the price. Circuitous attempts might often 


§ Not only euphoniously but descriptively the language of warfare must be employed. 
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be made to furnish part of the market whenever the price rises 
suficiently to make the incursion worth while. 

We come now to an important question of economic warfare, 
namely, whether forcing a firm into bankruptcy ends the battle. 

Insolvency exists when liabilities exceed assets, when ownership 
rights are a negative quantity and creditors’ claims are pressing.!° 
From the economic point of view reorganization can always sur- 
mount this individual predicament. Creditors will have to write 
off their claims in recognition of their losses or sell the equipment 
to a new owner at a sum equivalent to its market value. 

Let us say that there is acquiescence finally to either reorganiza- 
tion or new ownership, but that in no case does the plant and 
equipment fall into the hands of the belligerent opponent. Let us 
suppose, too, that in this way the full cost of the equipment is 
written off, as worth nothing even in alternative uses."1 None 
the less the firm (which we take, as it were, to be a bundle of 
equipment) is preserved as a going entity despite changes in owner- 
ship rights. Excluding the sale of its equipment to the attacking 
rival, production with it will cease only when the bellicose firm 
makes it impossible for any management to meet at least prime or 
out-of-pocket expenses. This condition goes far deeperand much 
beyond the legalistic stage of bankruptcy. 

Clearly, where equipment has an alternative use value, the day 
when it will cease being used in the especial output will come 
sooner. Barring some more far-reaching motive, equipment will 
be devoted to an alternative output when an equivalent return 1s 
not realized in the present field. For this reason, in talking of 
average production costs, we always include the alternative use or 
market valuation of all the factors engaged at any level of output." 

10 Cf. N.S. Buchanan’s treatment of these matters in his The Economics of Corporate Enterprise, 
Pt. III. The analytic quality of this work must be commended as an innovation in applied 
economics. ; 

11 This is of course an extreme assumption. There is at least always a scrap value for 
equipment. See R. F. Fowler, The Depreciation of Capital, p. 3n. 

12 For the short period full contractual overhead would have to be included in the curve 
of average costs. But for the longer period, remembering that revisions of rent contracts 
are constantly made, and would have to be made after bankruptcy, the alternative use value 
or the lowest value that would be accepted by factor owners need only be included. Of 


course, if the warring rival should, in the event of default and bankruptcy, or merely at the 
maturity of contracts, bid higher for the rent items, as the land and building, it can in so 
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There are two sets of assumptions vital for the problem of eco- 
nomic warfare. The first set pertains to the cost structures of the 
contending firms. The second has regard to the capital positions 
of the firms or their respective abilities, through borrowing or 
drawing on ownership wealth, to make payments to hired factors 
in excess of current sales proceeds. Surely this is but a more em- 
bossed statement of what is commonly called financial strength. 
It never needs explanation to the business man, though to the 
theorist accustomed to thinking on another plane the few words 
of elaboration are perhaps not amiss. 

Examining cost structures we find there are three possible situa- 
tions: 1) cost advantages lie with the attacker, the A firm; 2) cost 
structures are equivalent; and 3) cost advantage lies with the at- 
tacked, B. All of these contingencies will be elucidated and the 
ambiguities inherent in the term “‘cost advantage’’ ironed out. 
In pursuing these cost assumptions we shall postulate identical 
financial structures for the firms. 

Let us take first the attacker A possessing the cost advantage. 
We can understand this to mean that the minimum point on A’s 
cost curve is below that on B’s cost schedule. Parenthetically, 
there is little reason why the minimum cost for each firm should 
occur at the same output what with the organizational differences 
among them. 

A representation of the cost situation in mind appears in Figure 1. 
The general market demand curve for the commodity is lettered 
D,. The cost curve C, pertains to the A firm; C2, to the B firm. 
Least cost outputs are respectively at O/ and On. Apparently A 
has a productive superiority for both high and low levels of output. 

Just superficial acquaintance with the diagrams makes it evident 
that B can be driven from the field without any lossto A. Merely 
by holding his price slightly below OP,, the minimum point on 
B's cost curve C2, A can supply the entire market with absolutely 
no loss to himself. B can only continue to produce by using up 
management wealth and foregoing lucrative alternative uses of 
owned or controlled factors. 

More likely cases, however, are the comparative cost structures 


doing perhaps accomplish its purposes. But these are acts of acquiring rival's ‘*equipment’’ 
which we have previously precluded. 
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depicted in Figure2. Here, although A’s least cost output is below 
B’s, the entire market demand cannot be supplied without loss at 
any price except above the minimum cost of B. Unless the loss 
is consciously to be borne by A in enveloping the full amount of 
sales, B can produce and remain in the field.'? For A to sell the 
full market at a price below B’s minimum cost would mean a loss 
of at least LL per unit. 
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B could even accentuate this by producing some quantity and 
driving the price lower still. So long as B stays to the left of its 
point of minimum costs while A is at a corresponding cost point to 


13 By producing the minimum cost output even though actual sales in any period do not 
warrant it. It can hold the unsold output from one period to another, meanwhile producing 
a by-product in the idle periods. Of course, carrying charges would have to be included. 
See in a similar connection, N. Kaldor, ‘“‘Market Imperfection and Excess Capacity,’’ Economica, 
N.S. Vol. I, No. 5, pp. 48-49. 
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the right, the obvious conclusion 1s that if A went stubbornly 
ahead to force B completely fromthe field, its own losses would be 
so overwhelming as eventually to remove it itself.14 If B merely 
announced that it would be willing to sell to any one at a price 
equivalent to its minimum costs, and A, pursuing its policy, an- 
nounced a lower one, there seems to be little doubt as to the ul- 
timate correctness of this conclusion. This kind of announcement 
by B, which does not result in sales, we may call side-line pricing. 

But it may be possible, in this second case, for A to drive B out 
of the field without going to the extreme of supplying the full 
market. Suppose, at a price just below B’s minimum cost, A made 
available all the output that it could produce without loss to 
itself. It would be an amount ON in Figure 2.1® Then the demand 
quantity NM would remain unsatisfied and open to B. Unless this 
demand, or the demand schedule that is in a sense left for B, inter- 
sected B’s cost curve it could not remain in the field. The A firm 
would thus very effectively accomplish its purpose. To reiterate, 
the attack will succeed only when the demand remaining to B is 
too narrow to be supplied profitably. 

Let us now turn from an examination of dissimilar cost structures 
to instances of identical cost set-ups. 

Once more a demand curve D, is traced in Figure 3. The curve 
C; is a representation suitable either for Aor B. At the minimum 
cost of OP an output of twice Om, or On can be made available by 
both firms. 

Suppose A tried to capture the entire market. Price would have 
to fall below OP. Losses per unit to A would be forbidding, 
amounting to at least LL; per unit on On units. Warfare would be 
a costly businessto A. Inthe end it itself would have to succumb, 
on the hypothesis of equivalent financial strengths and side-line 
pricing by B. 

Finally we may look at the case in which cost advantages lie 
with B, the besieged. The cost curves of Figures 1 and 2 are now 
transposed so that C, refers to B and C2 to A. Needless to say, 
tremendous losses would face A in attempting to win the field. 
It could not hope to succeed but would ignominiously be driven 

14 Recalling our postulate of equal financial resources to begin with. 


8 The A firm would have to make sure that the goods only got into the hands of final 
consumers, to avoid secondary markets arising. 
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out. Whatever losses B might suffer, A’s would always and in- 
evitably be far more severe. 

Thus it is only when a decided costadvantage is possessed that 
an attacker can drive a rival with relatively equal financial strength 
from production. Otherwise the attempt is doomed to fail. 


IV 


It is time now to discard the hypothesis of equal financial 
strength; it has served its purpose: we can broaden our assump- 
tions to include dissimilar financial structures. 

Say first that the margin of financial strength lies with the at- 
tacker. Possessing along with it a cost advantage, it should be 
able to bull its way into sole dominance, depending, of course, on 
its margin of cost advantage and financial strength. Even should 
it be at a disadvantage with respect to cost, it may still succeed if 
its financial leeway is adequate. 

Should preponderant financial strength reside with the attacked, 
barring extreme cost advantage to the attacker, the former firm 
should be able to withstand any campaign. 

Thus we have found a place in our analysis for the two decisive 
elements in economic warfare. Undoubtedly vast financial dis- 
proportionalities can lead to victory and complete capture of the 
market in certain production periods, in the sense of supplying the 
full quantity demanded. Still, it is only a clear-cut cost advantage 
that is likely to be permanently successful in keeping other firms 
from the field. For suppose a firm is driven out despite economi- 
cally superior equipment. If it announces that it will always fill 
orders at its minimum cost, the financially strong firm will have to 
face permanent losses: it will never get a chance to exploit its 
monopolistic position, its ensnaring of the whole market. In the 
end it, too, would have to disappear. 

One reason for the financially strong firm remaining as the 
monopolist seller after initial success is that, sooner or later, it 
may buy at a favorable ‘‘bargain’”’ price the equipment of dissolving 
firms. It buys its way, as it were, into a monopolist position.'® 


16 We are thus driven to recognize the importance of frictions, of access to loan markets 
which may debar an economically superior firm from competing on equal terms with one 
inferior economically but with capital market contacts and a superior liquidity position com- 
prised of readily saleable assets. 
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New entrants have to face a firm with low costs, one which in 
the period of struggle does not have to plan to meet capital charges 
of interest and amortization. These must be regarded by new 
entrants in the same light as prime wage and material costs. 

Then there is the essential need of firms in the real world to es- 
tablish and maintain contacts. Failing this they are permanently 
lost. And this is perhaps the most incisive reason why side-line 
pricing, of announcing a price even though the plant is idle, is 
not resorted to for long in the event of economic warfare. A firm 
cannot expect that when it remains out of production and its 
markets are taken up by the financially strong, that the old 
clientele will later flock back to it merely by its giving notice of 
a price equivalent to the belligerent rival’s. It could in this way 
make the victory of the monopolist more Pyrrhic; but it could not 
gain very much for itself. Thus there is induced a drift to alterna- 
tives rather than of hopeful side-line waiting. 

Apart from the continued opposition from a dormant side-line 
tival, a high-cost belligerent over a period of time always offers 
a temptation to newcomers to enter the field, what with its neces- 
sary high prices. Thus unless costs are low, though financial 
strength may succeed in the short period, it is not the stuff of which 
more permanent dominance is made. Each conflict will weaken 
the firm; eventually it too will succumb. 

An attacking firm consciously deciding upon present losses must, 
therefore, consider the prospect of continued output of present 
tivals plus new encroachments after a hard-won victory. Other- 
wise only permanent warfare and irretrievable losses will be in 
store. The combat will not be worth while unless the expected 
gains in the stretches of quietude overshadow the anticipated losses 
in the periods of conflict. For this reason firms in the field will, 
where possible, prefer some form of agreement and collaboration 
rather than losses and struggle. It will generally be more agree- 
able than internecine strife. 


Vv 


The deductions which spring from an analysis of economic wat- 
fare can be laid out without much furbishment. The emergence of 
losses, when they occur, is a sign of resources unwisely utilized. 
Output is uneconomically extended in the line, given conditions 
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of full employment. The fact that average costs are not covered 
and output is carried beyond that of minimum costs implies that 
marginal costs are much in excess of price. The question as to 
whether the position is still preferable to outright monopolization 
is unanswerable without further assumptions. The contrast is 
between an overutilization of resources in the field as compared to 
an undersupply of them. 

There is one instance in which on ordinary output considera- 
tions we can conclude in favor of the superiority of one state as 
against another, namely, in times of widespread unemployment. 
So long as we accept the convention that more output is preferable 
to less, economic warfare with its extended output is no cause for 
perturbation although its sequel, monopoly, may be. Literally, 
the process of struggle is not to be feared but only the end position 
of stability. 

Continuance of the warfare in periods of full employment cannot 
but be baneful so long as we view a distribution of resources in 
fulfilment of consumer demands, given the initial distribution of 
income as the desideratum. Alternative products, in this view, 
are sacrificed in the warfare. That loss in the sense of a depletion 
of personal capital or reduction of income falls on the ‘‘monopo- 
lists’’ does not wholly remedy matters. That costs exceed prices 
reflects the fact that for the general consuming public the resources 
are valued more highly in other uses. 

A more insidious channel via which economic warfare hampers 
the economic process is merely through the prospect of struggle. 
Investors will tend to avoid fields in which long-drawn periods of 
contesting for supremacy are in store. It cannot but discourage 
entry despite fairly preponderant cost advantages to newcomers 
through the use of technique not adopted by the existing financially 
strong firms. In this respect the scales are tipped to favor financial 
superiority. 

VI 


It is at once easier to fit price cutting and warfare into the world 
of monopolistic competition. By the latter we mean situations 
in which demand for a firm’s product will not fall to zero, over 
some range of prices, whatever the ruling price of its rivals.1’ 


17 Demand thus possesses some inelasticity. 
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As before we can suppose two close rivals. Their products will 
be regarded by many consumers as almost perfect substitutes. To 
others, a greater degree of difference in the product will be noted. 

Price cutting without retaliation under monopolistic competi- 
tion would simply mean that the price-innovating firm can vary 
its price and thus draw its demand curve on the assumption of 
other prices constant, as in the well-known Marshallian demand 
curve.'§ 

Equalisation or proportionate changes being practiced by rivals, 
the demand curve could still be drawn, but this time only on a new 
assumption of other prices fully adjusted.19 The demand curve 
for the firm now would be less elastic than before. There would 
be less reason, as a rule, to cut prices. Finally, where accentuated 
retaliation is practiced by the rival the innovating firm will find 
its demand diminishing as its price falls.?° 

Practically all the reasons offered for the price cutting under im- 
perfect competition can be offered again with hardly any emenda- 
tion. And there may now be included the desire to influence the 
long-run demand-curve for the product.*!. But normally, as with 
imperfect competititon, putting out a loss-leader much below its 
usual price will stimulate profitable complementary buying.” 
Accentuation may be practiced to negate any of these actions by a 
close competitor. Indubitably, whatever the motivation, price 
cutting based on other than immediate profit opportunities emerges 
as a widely familiar fact. 

Using some Chamberlinian technique, it is a very simple matter 
to handle warfare problems. All that one firm needs to do ts to 
hold its price so low that no point on the rival’s demand curve 
can be supplied without loss.28 This might entail serious inroads 


18 This amounts to Chamberlin’s usual assumptions. See The Theory of Monopolistic Com- 
petition, p. 74. 

19 Tbid., pp. 90-93. Also the writer's article, ‘“The Foundations of the Demand Curve,”’ 
American Economic Review, forthcoming March or June, 1942, issue. 

20 Cf. M. Bronfenbrenner, ‘‘Applications of the Discontinuous Oligopoly Demand Curve,"’ 
Journal of Political Economy, Vol. XLVIII, No. 3, p. 426. 

21 Cf. R. Coase, ‘‘Some Notes on Monopoly Price,’’ The Review of Economic Studies, Vol. V, 
pp. 22-25. 

22 J. R. Hicks, ‘“The Theory of Monopoly,"’ Econometrica, Il], 6-7. Also C. Roos, Dynamic 
Economics, chap. VIII andR. G. D. Allen, Mathematical Analysis for Economists, p. 362. 

23 This is merely an extension of Chamberlin’s case of long-period equilibrium and tangency 
of demand and cost curves. See op. cit., p. 77. 
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on its own financial position, and in certain cases of attachment 
to the besieged firm the task might prove impossible. As always, 
the better the cost position of the attacking firm, the lower will 
its own losses be. 

A good reason for warfare under monopolistic competition lies 
in the fact that with the disappearance of the rival, the firm’s own 
demand will be extended and rendered more inelastic. Encroach- 
ments of substitutes through time must, however, continually be 
expected. Once more, the long-range anticipatory point of view 
must determine the firm’s behavior. 

Admitting warfare and price cutting as very real elements, cus- 
tomary propositions on the consequences of monopoly positions 
have, on this view, to be amended and substantially qualified. 
When we grant the presence of these behavior patterns it cannot be 
posited that monopoly or oligopoly situations inevitably bring a 
restriction of output. Certainly, in cases such as we have depicted, 
they do the reverse. For the economic system, moreover, there 
are the usual effects on substitutes and complements. *4 


24 See J. R. Hicks, Value and Capital, chap. III. 
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